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KEY ECONOMIC INDICATORS 


All values in US$ million and represent period averages unless otherwise indicated. 


Exchange Rate: US$1.00 = M$2.47 


1976-77 


1975 1976 1977* % Change 
INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 8,778.9 10,924.3 12,357. 13. 
GNP at Constant Prices 6,925.5 7,723.5 8,344. 8 
Per Capita GNP, Current Prices ee 895.4 988. 10. 
Plant and Equipment Investment 2,363.6 2,564 3,001. Ms 
Personal Income NA NA NA NA 
Indices: 

Industrial Production 167.6 193. piv. 

(Base year 1968 = 100) 

Average Labor Productivity NA NA 

Average Industrial Wage NA NA NA 
Labor force (millions) 4,2 4, 4, 
Average Unemployment Rate (%) 7% 6.8% 6. 


MONEY AND PRICES 


Money Supply 

Interest Rates (Commercial 
Bank Prime) (%) 

Consumer Price Index (Peninsular 
Malaysia)(Base Year 1967 = 100) 


BALANCE OF PAYMENTS AND TRADE 


Gold & Foreign Exchange Reserves 1,454, 2,091 « 
Net External Public Debt 981. te4a0 
Annual Debt Services 250. 338. 
Balance of Payments 393. 1,141. 
Balance of Trade 283. 1,506. 
Exports (FOB) 3,737 5,442, 
U.S. Share 602. 847, 
Imports (CIF) 3,453.8 3,936, 
U.S. Share 379.8 500. 
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SOURCE: Ministry of Finance, Economic Report 1977/78 


*These figures are projections published by the Ministry of Finance 
1N October, 1977. 





SUMMARY 


Following its strong recovery in 1976 the Malaysian economy made 
further gains in 1977, Inflation is very low and most indicators 
are that 1978 will be another good year for the economy. The only 
dim spot in the economy remains the low level of private sector 
investment, The Third Malaysia Plan includes substantial public 
sector expenditures on development projects which should provide 
opportunities for the sale of U.S. goods and services. The growing 
aa sector should also provide substantial opportunities for 
.S. firms, 


CONDITIONS AND TRENDS IN 1977 


Following the strong economic recovery of 1976 the Malaysian 
economy continued to make impressive gains in 1977. According to 
projections released by the Ministry of Finance GNP grew by 8 per- 
cent in real terms for the period to $12,357.9 million (Note: The 
Embassy feels that when the final figures are in growth for 1977 
will be revised upward to 10 percent). This impressive economic 
growth has led Malaysia to the point that per capita GNP is now 
near $1,000, This figure, coupled with the low inflation rate of 
4.3 percent, illustrates the continued solid growth of the economy 
following its dramatic recovery in 1976. 


As in 1976 the primary stimulus for growth remained strong external 
demand for Malaysia's primary commodities with exports rising 13 
percent in value to $6,151.8 million in 1977. Prices for tin, 
rubber, timber and especially oi] palm remained high throughout 
the year with tin setting new price records on an almost daily 
basis which have more than offset any decline in production. High 
prices for commodity exports and the 18 percent increase in the 
country's oi] production to almost 200,000 b/p/d of high quality, 
light crude were responsible for Malaysia's $1,168 million trade 
surplus for 1977. This surplus aided the country in increasing 

its foreign exchange reserves to almost $3 billion which is sufficient 
for a 7 month sustained import cover. 


The government remains concerned however with the continuing sluggish- 
ness of private sector investment. While private investment did 
increase 3 percent in real terms in 1976 and 8 percent in 1977 it is 
still running behind the 10 percent per annum goal of the Third 
Malaysia Plan for the 1976-80 period. The construction sector, 
including private housing, showed the highest rate of investment, 

11.8 percent, for the year, In an effort to stimulate investment 





the Minister of Finance lowered the prime rate of interest from 

8.5 percent to 7,5 percent at mid-year but it is still too early 

to comment on how effective this measure will be in increasing 
investment, The commercial banking sector had an average liquidity 
ratio of 40 percent during 1977 reflecting rising earnings and the 
Sluggishness of the investment climate, 


While the government points out, and validly, that private sector 
investment is down on a worldwide basis many observers attribute 

the low rate of investment, particularly domestic, to the Industrial 
Coordination Act (ICA) which is the government's attempt to put 
"teeth" into its New Economic Policy (NEP). Briefly stated, the 

NEP is an effort designed to restructure Malaysian society and the 
economy to ensure a more proportionate ownership of, and benefit 
from, the economic resources of the country by all segments of 
Malaysian society. The stated objective of the policy is that by 
1990 30 percent of corporate shareholdings will be held by Bumiputras 
(who are predominantly Malay), 40 percent by other Malaysians and 

30 percent by foreigners. (In 1970 the breakdown was roughly 3 
percent, 34 percent and 63 percent respectively.) The policy 

also states that by 1990 employment at all levels and in all sectors 
of the economy will be proportionately representative of the popula- 
tion of the country. It is the government's stated intention to 
carry out this policy by increasing the overall size of the economy 
so that all groups will own larger absolute amounts of the economy 
by 1990 rather than to take from one group to give to another. 

The ICA, through its licensing provisions, gives the Minister of 
Trade and Industry the power to enforce this policy without providing 
investors any appeal mechanism. This point has worried both non- 
Malay Malaysians and foreign investors who fear they may be forced 
to give up part of their equity at less than favorable terms. 
Potential investors have also expressed concern that the Act allows 
for too much government control over what they consider to be basic 
business considerations (e.g. product mix) and could hamper the 
overall profitability of their operations. The real effects of 

the ICA will be impossible to measure however until more of the 
excess capacity in the manufacturing sector is used up and worldwide 
demand for Malaysia's products increase. 


In an effort to continue the impressive economic growth of the past 
two years and to stimulate the investment climate the government 
has adopted another expansionary budget for 1978 that incorporates 
very liberal depreciation allowances for plant and equipment. As 
in the past, a major portion of the budget, $4,920 million, will be 
devoted to further developing the infrastructure of the country to 
facilitate further economic growth. 





OUTLOOK FOR 1978 


The outlook for the first six months of 1978 is very good for the 
economy with the commodity price outlook good and further signi- 
ficant increases in oil production scheduled to come on line. The 
government is making a conservative projection of a GNP growth rate 

of 7 percent for the year that will be easily within its reach. 

One of the key indicators of the soundness of the Malaysian economy is 
the low rate of interest the government is able to obtain fundsat 
internationally. The government has recently been borrowing funds 

at 7/8 of a percent over the London-InterBank-Offer-Rate and is 
presently negotiating the refinancing of some of its "expensive" 1 and 
3/8 percent loans to the dramatically low rate of 3/4 percent. 

This points out the faith the international financial community 

has in the economy. Barring a major recession in the industrialized 
countries, and a resultant decrease in demand for Malaysia's primary 
commodities, 1978 will be another good year for the economy with the 
only potential drawback being a continuing sluggishness of private 
sector investment, 


IMPLICATIONS FOR THE UNITED STATES 


In order to keep economic momentum going, the Government announced 
a mildly expansionary budget in October. The budget is expected 

to give a moderate boost to consumer expenditures and capital 
spending by the private sector may increase somewhat over the course 
of the next year. It is unlikely, however, that private investment 
will increase anywhere near the 10 percent forecast in the Third 
Malaysia Plan (TMP, 1976-80). Given various difficulties which 
impede the Government's ability to absorb substantial new expendi- 
tures, it is doubtful that the expanded budget will have any 
substantial effect on the sales of U.S. products until 1979. 

Within 18 months, however, the generous depreciation allowance 
announced in the budget should have a major impact on the sale 

of capital goods, an area in which U.S. manufacturers are strongly 
competitive. 


U.S.-MALAYSIAN TRADE 


According to Malaysian Government forecasts, U.S. sales to Malaysia 
in 1977 increased by a substantial 23.7 percent over their levels 
in 1976 (from $500.6 million to $619.2 million). The U.S. market 
share declined, however, by three-tenths of one percent from 12.7 
percent to 12.4 percent. Despite this modest decline, the U.S. 
retained its place as the second major supplier (after Japan) of 
goods to the Malaysian market. Again according to Malaysian 
Government estimates, 1978 looks even better than 1977. Imports 





from the U.S. are forecast to increase to $789.2 million (an 
increase over 1977 of 27.5 percent) and the U.S. market share 
to increase to 14 percent of all Malaysia's imports. 


As the TMP nears the halfway mark, sales possibilities for American 
firms remain strong in the areas of highways and airports, power 
generation facilities, ports and harbors, and telecommunications. 
The Embassy recently completed a major review of the sales prospects 
in the Malaysian market for U.S. goods and services. We concluded 
that these lay in the areas of power generation equipment; laboratory 
instrumentation; building and construction supplies and equipment; 
business machines; metal working equipment and pollution control 
equipment. Other areas offering excellent sales prospects include: 
water pollution control equipment; communications equipment; air 
conditioning and refrigeration equipment; petroleum production 
equipment and timber processing equipment. 


In May 1978, the Embassy and the Department of Commerce, working 
through its International Marketing Center in Singapore, will hold 
a major trade exhibition featuring laboratory instrumentation . 
This will be the first U.S, trade exhibition held in Malaysia in 
two years and will also be the first to be mounted under the new 
International Marketing Center approach designed by the Department 
of Commerce. 


U.S. INVESTMENT IN MALAYSIA 


Through 1976, American firms have invested roughly $670 million in 
Malaysia, almost 60 percent of which is in petroleum-related 
activities. The Reynolds International Corporation, a subsidiary 
of Reynolds Mining, recently announced that it would build an 
aluminum processing plant in Bintulu (located in the East Malaysian 
State of Sarawak). Reynolds also announced that it would consider 
the possibility of building an aluminum smelter in the other East 
Malaysian State of Sabah. With the exception of the substantial 
amounts invested by Exxon in its drilling operations, this is the 
first major investment announced by any large multinational in 
Malaysia within the last two years and comes as a welcome relief 
to the Malaysian Government, 


While Malaysian Government guidelines encourage the formation of 
joint ventures, under certain circumstances a foreign company 
engaged entirely in exports of manufactured goods from Malaysia 
can receive approval for 100 percent foreign ownership. In all 
cases involving new foreign investment, the Malaysian Government 
is prepared to take a flexible position with foreign investors 
within the overall boundaries of the New Economic Policy. 





Many American firms have successfully entered the Malaysian market 
by means of licensing arrangements, Potential licensees should 

be aware, however, that the Malaysian Government carefully reviews 
these arrangements before they are allowed to go into effect. 


With the TMP now underway, the Malaysian Government will soon 
tender on a number of major projects of interest to American 
exporters of goods and services. Many of these projects will 
require some sort of joint venture or technical collaboration 
arrangements with local Malaysian firms, Major untied Malaysian 
Government projects of particular interest to American firms 
include: 

(1) Bintulu Port 

(2) Kenering and Bersin Hydroelectric Projects 


(3) Kenyir Multipurpose Dam (Trengganu Hydroelectric 
Development ) 


(4) Tenom-Pangi Power Project 

(5) Tawau Port Expansion 

(6) Pahang Cement 
The Embassy has prepared a number of separate reports on the best 
prospects for U.S. exports and on the major projects mentioned 
above, Of particular interest are the following: 


(1) Major Export Projects Program (A-001, 1/4/77) 


Airport Projects in the Third Malaysia Plan 
(A-005, 1/13/77) 


Telecommunications Programs in the Third Malaysia Plan 
(A-16, 2/15/77) 


Port Projects in the Third Malaysia Plan (A-21, 2/17/77) 


Major Exports Projects Program - First Quarter 
(A-32, 3/22/77) 


Malaysia - Major Projects in 1977 (A-34, 3/24/77) 
Reporting World Bank Major Projects (A-38, 4/5/77) 
Major Projects in Malaysia in 1978 (A-133, 10/27/77) 





These reports contain detailed information on various projects 
as well as the names of the responsible Malaysian government 
officials in charge of the projects. Copies of these and other 
reports prepared by the Embassy are available to interested 
American businessmen from the Department of Commerce through 
its Foreign Market Reports Index. 


Successful exporters to the Malaysian market find that if they 
cannot set up their own office in-country, the best guarantee of 
success is a reputable and aggressive local agent. Ideally, the 
agent will know something about the product line before representing 
a firm. More importantly, he must be able to provide the all- 
important factor of after-sales service. American firms have 
often been accused (sometimes justifiably so) of viewing the 
Malaysian customer as a one-time sales prospect. Firms wishing 

to sell to Malaysia over the long term are well-advised to 

locate a reputable local agent. The Embassy and the Department of 
Commerce will be pleased to assist any American firm in locating 
such an agent. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





